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KEY ECONOMIC INDICATORS 
~~ Exchange Rates as of December 20, 1973: 
US$1.00 = E°130, 340 - Bankers' Spot Rates 
sietaiinacanaac ee nit 
B « DY E 2/ 
ITEM 1971 1972 Cumulative % Rate of 
__1973 __Change _Growth 


All values in millions US$ 
unless otherwise indicated 


INCOME, PRODUCTION, EMPLOYMENT 
GNP-currenf prices (millions of E>) 119,069 226,000 3/ 
GNP-constant 1965 prices (millions of E°) 23,237 23,574 3/ 
Per casita GNP-constant prices 1965 (E°) 2,499 3/ ned. 
Gross fixed investment as % of GNP 13.8 NeQe 
Industrial production INE index (1968=100) Oct. 119.3 122.6 
” "  SOFOFA "  (1969=100) Sept. 114.7 117.6 
Copper output (thous.metric tons) Jan/Nov. 708.3 
Copper output (Gran Minerfa) (thousand metric 
tons) Jan/Nov. 571.2 ; 
Nitrates (thousand gross metric tons) Jan/Oct. 803.9 546.0 
lron ore output (millions metric tons) Jan/Aug. 112 5.9 
Electric power (millions KWh) 8,524.2 ¥ nea. 
Employment (thous.)(Dec.)June )Greater San- 1,038.2 1,122.8 
Unemployment rate (%)(Dec.) June )tiago only 3.8 ‘ 3.1 
MONEY and PRICES 
Total money supply (mill.E°)(Aver.Dec.) Nov.  24,390.0  64,611.0 228,489.0 326.0 
Major interest rate (comm. banks)(%) (second 
half) second half 1973 15.0 20.0 50.0 150.0 
Consumer price index (Dec 1969=100)(Aver)Nov. 149,29 265.46 2,520.11 528.93 
Wholesale price index (1968=100) (Aver.) Sept. 219,08 372.53 1,408.4 210.77 
BALANCE OF PAYMENTS and TRADE 
External debt (end December) —— 2,696.6 3,124.9  3,454.73/ 10.6 
International reserve position (end Dec.) 34.3 - 293.6 - 500.0 3/-703 
Balance of payments - 309.0 - 200.0 3/ 37.3 
Balance of trade (goods) Jan/Sept. - 66.8 - 384.1 - 4.8 15.0 
Exports (goods) Jan/Sept. 985.2 776.4 21.5 40.0 
US share FOB (Chilean Customs) 76.4 n.d. - - 
US share FOB (US Dept. Commerce) Sept. 90.9 51.7 -18.8 -15.0 
Imports (goods) Jan/ Oct. 1,052.0 1,323.0 1,417.2 30.8 20.0 
US share CIF (Chilean Customs) 267.3 nea. na. - - 
US share FAS (US Dept. Commerce) Sept. 223.7 187.0 129.9 -11.9 25.0 


Major imports from U.S. (Jan-Dec 1972) (all quantities listed first in tons, then all values in millions 
US$): Machinery, non-electric (8,800; 40.2); Transport equipment (6,092; 24.7); Cereals and Cereal 
preparations (303,988; 16.7); Electrical machinery (1,114; 15.1); Chemical elements and compounds 
(61,547; 9.4). 


Notes: 1/ C same cumulative portion of B; 2/ Average growth rate for period indicated measured on 


annual basis of current year to date; 3/ Estimate. 
Sources: Planning Office, National Institute of Statistics, Government Copper Corporation, Central 
Bank, Chilean Customs, Economic Institute of University of Chile, U.S. Department of 


Commerce, International Monetary Fund, Sercometales Bulletin, Chilean Manufacturers 
Association (SOFOFA). 





SUMMARY 


The Chilean economy has experienced grave difficulties in 1973: 
a decline in Gross Domestic product of 5.7% (according to the 
latest Planning Office estimate); substantial decreases in 
output in the agricultural, industrial and construction sectors; 
and inflation of 480% during the first eleven months of the 
year. A very large public sector deficit is assured. The 
Central Bank is estimating a trade imbalance of $400 million 
this year (despite larger than expected copper export earnings 
because of record prices) and net international reserves of 
about minus $500 million by the end of 1973. Sizeable debt payments 
due western creditors during 1973-1974 will be renegotiated at a 
Paris Club meeting scheduled for early 1974. 


The new government has attempted to halt the economic deterioration 
and lay the groundwork for rapid growth. Most goods have been freed 
from price controls and foreign exchange rates have been rationalized. 
The resulting price increases have reduced global demand, particularly 
among the lower and middle classes. Looking to 1974 the authorities 
hope to increase production sharply, reduce the public sector deficit, 
and significantly lower the rate of inflation. 


As part of its attempt to encourage market forces, the Government of 
Chile has been returning to the private sector some enterprises 

that were taken over by the Allende Administration. Several companies 
with U.S. investment which were intervened over the past three years 
have already been returned to their former owners, and it is expected 
that most of the firms with U.S. interests will revert to their 
pre-1971 status. However, the Government has indicated that the large 
copper companies, nationalized in 1971, will remain in public hands. 
U.S. exports to Chile, which had been declining, have made a sharp 
recovery in the final quarter of 1973, primarily because of food ship- 
ments. We expect that U.S. exports to Chile during 1973 will total 





at least $250 million compared to only $187 million in 1972. Export 
opportunities in Chile for imaginative U.S. firms should be substantial 
in 1974. Chile needs machinery and equipment in copper mines, the 
steel and oil industries, and in the transportation sector, as well 


as agricultural products, but credits will be necessary to sell many 
items. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Legacy of the Allende Government 


The deterioration in the Chilean economy that occurred during the final months 
of the Allende Administration continues to plague the new Government. In 

1973 Chile is experiencing a declining growth rate for the first time in many 
years; ODEPLAN, the Planning Office, now expects that the Gross Domestic 
Product will decrease by 5.7% this year. According to the National Statistical 
Institute, industrial production during the first ten months of 1973 was 5% lower 
than in the comparable 1972 period. ODEPLAN has estimated a decline in 1973 
agricultural production of over 16% and a further decrease in total investment of 
almost 3%. 


Inflation has reached 480% for the first eleven months of 1973 and is expected 
to be at least 500% this year, a Chilean record. In the twelve months through 
November 1973, money supply increased by 324% because of very large Central 
Bank emissions to cover rapidly growing public sector expenses. Minister of 
Finance Gotuzzo has forecast a 1973 Central Government deficit of almost 150 
billion escudos and public enterprises deficit of 175 billion escudos out of total 
public sector expenditures of approximately 625 billion escudos this year. 


New Economic Policies 


The new authorities are now attempting to correct the distortions and imbalances 
in the economy. Generally following the advice of Chilean academic economists, 
many of whom were trained in the United States, the Government has begun a 
program designed to bring about economic stabilization and growth in a more 
market-oriented society. Price controls have been lifted from most items in order 
to rationalize prices in Chile, bring them more in line with international levels, 
and provide greater incentives for productive activities. In addition, the exchange 
rates for exports and imports have been consolidated (to two) and drastically 
devalued, causing higher prices for imported products and making exports more 
competitive. Recent rate changes indicate that the Chilean authorities may be 
moving toward a single basic foreign exchange rate. 


The result of these policies has been a sharp rise in the cost of living since 
September. However, goods are now plentiful in Chilean stores, and the black 
market that flourished in the Allende years has disappeared as normal distribution 
channels have reopened. Manufacturing output increased sharply in October 1973. 
Comparison shopping, retail credits, and discounts have once again become a part 
of the Chilean commercial scene. The rapid inflation has not been matched by 
comparable wage increases in recent months. The resultant squeeze on consump- 
tion is part of the Government's policy to bring supply and demand into equilibrium. 





Temporary cost of living bonuses given during the final quarter of this year are 
to be replaced by a general wage increase in early January 1974. The 
Government is now faced with the twin problems of reduced demand and 
increasing unemployment during the economic stabilization phase of its program, 
but it considers these difficulties will lessen in early 1974. 


The Government is attempting to cut the number of public employees and reduce 
drastically the public deficit. The status of enterprises taken over by the 
Allende Administration is being reviewed on a case-by-case basis. Approximately 
88 reportedly will be returned to their former owners on condition that they 
assume all debts formerly contracted with State agencies and not sue the Govern- 
ment for any previous damages to the firm. Enterprises that were legally 
purchased by the Allende Government are expected to stay under public control. 
Decentralized agencies of the public sector have been allowed large price 
increases planned to cover most or all of their costs. It is expected that the 
1974 Central Government budget will be austere, with reductions in marginal 
programs and personnel, and that there will be a reform of the tax structure to 
increase real revenues next year. 


Chilean economic authorities are hoping that production will rise very substan- 

tially in 1974 and that larger savings and investments will start expanding the 
country's economic capacity. They have indicated that the agricultural and 
manufacturing sectors must become more competitive. They hope that inflation, meas- 
ured by a revised and more realistic Consumer Price Index, can be held to 

under 100% in 1974. 


Foreign Sector Outlook 


Copper exports account for approximately 80% of Chile's foreign exchange earnings. 
Andrés Zauschquevich, the head of the Chilean Copper Corporation (CODELCO), 
estimates that 1973 production of the Gran Minerfa (large copper mines) will be 
approximately 600,000 metric tons, slightly above last year. However, copper 
export earnings in 1973 are expected to be much higher (approximately $1 billion, 
including 130,000 MT attributed to small and medium mines) because of the record 
copper prices that have prevailed in recent months. Despite this windfall, the 
Central Bank has publicly estimated the 1973 commercial deficit at around $400 
million, partly because of increasing agricultural imports and rising prices for 
imports. Zauschquevich has publicly set 1974 copper production goals at 740,000 
MT for the Gran Minerfa and 160,000 MT for the small and medium mines. 


The change in the Chilean Government resulted in a suspension of most credits 
from socialist countries. These have been replaced by new sources of economic 
assistance, primarily from the U.S., Brazil, and Argentina. The USG has 

provided CCC credits of $52 million for the import of wheat, corn and possibly 





sorghum,and a number of U.S. banks have increased or opened lines of credit 
here. International lending organizations, such as the World Bank and the 
Inter-American Development Bank, are studying project loans. The International 
Monetary Fund is currently considering balance of payments assistance to Chile 
under a Stand-By Agreement. 


Chile's foreign reserve and debt situation remains serious. According to the 
Central Bank, its assets of gold and available foreign currency amounted to only 
$97 million in September 1973, The Bank expects a deficit in Chile's balance 
of payments of over $200 million this year, resulting in net international 
reserves of approximately minus $500 million by the end of 1973. Net foreign 
debt is estimated at $3.5 billion, The Government hopes to postpone most, if 
not all, of its 1973-1974 debt payments to major western creditors at the next 
Paris Club meeting scheduled for early 1974. 


IMPLICATIONS FOR THE UNITED STATES 


ee 


Investment 


Over 40 Chilean firms with U.S. investment were taken over by the Allende 


Administration. Three have now been returned to their former owners, and it is 
likely that a majority of them will revert to their pre-1971 status, However, 
government authorities have indicated that the large copper mines, nationalized 
in July 1971, will remain in public hands, but that they are prepared to review 
the matter of compensation for the expropriated properties of the U.S. copper 
companies (Anaconda, Kennecott, and Cerro). 


Foreign Minister Huerta has said that new foreign private investment is welcome 
in Chile, but that it will have to follow the norms of the Andean Group invest- 
ment code. The details of government policies on such matters as worker 
participation in enterprise management and profit remittances are not yet clear. 
However, if the Chilean economy begins to grow rapidly in 1974, U.S. companies 
may wish to consider the possibility of new or expanded investment here, 
particularly in manufacturing. 


Lind 

Under Allende trade with the U.S. declined steadily, reaching a level of $182 
million (according to the Department of Commerce) during the first nine months 
of 1973. Of this amount U.S. exports to Chile were $130 million (compared to 
$148 million in the same 1972 period) and U.S. imports of Chilean goods were 
$52 million ($64 million for the comparable 1972 months). 


The recent change of government has meant a dramatic turnaround in the U.S. 
export picture here. According to Chilean Central Bank data, import registration: 





of U.S. products for the month of October 1973 alone amounted to $117 
million. Most of these goods were foodstuffs, principally wheat. We expect 
that U.S. exports to Chile during 1973 will total at least $250 million, 
compared to only $187 million in 1972. 


The Chileans are again looking to U.S. suppliers but, because of Chile's 

foreign exchange difficulties, credits will be necessary to sell many items, 

The Embassy has recently received a number of indications that the Chilean 
public and private sectors are eager to buy U.S. goods. For example, 
Gildemeister, a Chilean importer of transport equipment, says it would purchase 
at least $25 million of Caterpillar vehicles if credits were available. In 
general, Chile needs machinery and equipment in such areas as the copper mines, 
steel production, the oil industry, and the transportation sector. Agricultural 


products from the U.S. will also be necessary here during the coming months. 


Export opportunities in Chile for imaginative U.S. firms should increase 
substantially in 1974. 
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